International 
Marketing Information 
Series 


— 


ol 


Foreign Economic Trends 
and Their Implications 
for the United States 


COSTA RICA 


March 1979 
Frequency: Annual 
Supersedes: 78-034 


Frepared by: 
American Embassy 
San Jose 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 
Industry and Trade Administration 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. An- 
nual subscription, $50. Foreign mailing, $12.50 additional. Single copies, 50 cents, available from 
Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





KEY ECONOMIC 1%!)ICATORS 


($ millions) 


Estimated 1978/77 Projected 
Exchange Rate: US$1.00 = ¢8.57 1977 1978 %ZChange 1979 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at current prices 3,080 3,400 3,700 
GDP at constant 1966 prices 990 1,050 : 1,080 
Per capita GDP current prices 1,470 1,600 ji 1,740 


Labor Force (men & women) 0: 710,060 793,000 : 870,000 
Avg. Unemployment Rate 4.6% 4.47 6.0% 


MONEY & PRICES 


Money Supply (MI) year end 610.4 . 672.7 
Interest rates (to industry) 12-16% 14-18% 
Wholesale prices (1966 = 100) 347.9 : 380 
Retail prices (1975 = 100) 116.2 125 


BALANCE OF PAYMENTS & TRADE 


Gold & For. Exch. Reserves (Net) 232.5 
External Public Debt 818.0 
Annual Debt Service 104.6 
Balance of Payments +108.6 
Balance of Trade -199 
Exports, FOB 828.0 
U.S. Share 30% 
CACM Share 19% 
Imports, CIF 1027 
U.5,< snare 347 
CACM Share 18% 


MAIN IMPORTS FROM U.S. 


(January-October 1978) VALUE 


Paper and paper products $26,241,403. 
Construction Machinery 13°, 314 ,583% 
Wheat 11.235, 360: 
Fertilizers 9519 927. 
Plastics 9,236,977. 
Agricultural Machinery 4,079,586. 
Non-edible starches 1: £26 54708 
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‘SUMMARY 


Despite the sharp fall in international coffee prices in 1978, the Costa Rican 
economy demonstrated considerable stren;..ii over the year. The sustained 
economic recovery that commenced in 197 «ontinued through a third successive 
year. Though growth in gross domestic product (GDP) slowed from 7.7 percent 

in 1977, it reached 5.9 percent in 1978, and reflected a bLroud-based expansion 
in all economic sectors. Excellent weather conditions coupled with the 
increased use of fertilizers resulted in a 5.8 percent increase in agricultural 
output. The industrial sector also maintained a vigorous 6 percent growth 
rate, while the commercial sector, reflecting the high level of domestic busi- 
ness activity, grew by 7.7 percent during the year. 


Costa Rica experienced a manageable balance of payments situation in 1978, even 
though international reserves dropped by $41 million for the year. Total 
exports amounted to $854 million and earnings from coffee, though off from the 
$318 million in 1977, reached $314 million, reflecting a nearly 28 percent 
increase in volume over the previous year. Imports, however, reached a record 
$1,185 million (CIF); import demand was strong during the third and fourth 
quarters when the trade deficit amounted to $222 million as compared to the 
$104 million for the first two quarters. This imbalance contributed to the 
growing current account deficit which totalled $371 million for the year. How- 
ever, capital flows amounting to $330 million largely offset the current 
account balance. International reserves were $192 million or 59 days worth 

of imports at year's end. These capital flows resulted in an increase of 

$232 million in the public sector's external debt, which now totals $1,050 
million. The rapid rise in debt service ratio from .109 in 1977 to .214 in 
1978 is partially attributable to the refinancing of a portion of the public 
sector debt. This same refinancing package is expected to permit a substantial 
reduction in the debt service ratio to .15 in 1979. 


Inflationary pressures mounted during the year as a result of a high level of 
private sector. activity, expansionary fiscal policies of the government and 
growth in domestic credit permitted by the banking system. Though the result- 
ing increase in aggregate demand was partially met by imports and increased 
domestic production, excess demand caused growing pressure on prices, particu- 
larly during the latter half of the year. Knowledgeable observers estimate an 
inflation rate at 10+ percent for the year. 


Increasing inflationary pressures and a growing external imbalance have been 
perceived by key government economic policy makers as a substantial threat to 
the continued healthy expansion of the Costa Rican economy. Accordingly, the 
government has adopted a combination of restrictive fiscal and monetary policies 
aimed at dampening the growth in aggregate demand so as to curb further inflation 
and counteract the deteriorating balance of payments situation. As a result of 
these policies, the government has scaled down its projections for GDP growth in 
1979 to 3.3 percent, a growth rate perceived to be compatible with sound non- 
inflationary expansion: of the economy. A major impediment to the government's 
achievement of its economic objectives will be the magnitude of the adverse 
impact of 1979 oil price increases. Costa Rica is totally dependent on imports 
for its oil needs, [In 1977 011 imports amounted to $100 million or 10 percent 
of the total import bill. Wage demands by organized labor also have the 
potential for fueling cost-push inflationary pressures. 
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A. CURRENT ECONOMIC SITUATION AND TRIN %S 


Domestic Economy 


Despite continuing outward signs of economic prosperity during 1978, some of 
the underpinning (particularly relatively high coffee export prices) of the 
Costa Rican economy suffered erosion during the latter part of the year. 
Nevertheless, overall economic performance was still strong with growth of 
the gross domestic product (GDP) estimated at 5.9 percent. Equally import- 
ant, growth was broadly based, reflecting production increases in all 
sectors. This sustained economic expansion continued to exert demand pres- 
sures on the labor market and, according to Ministry of Labor Statistics, the 
unemployment rate at the end of November measured 4.4 percent. Inflationary 
pressures were also felt during the year; though the wholesale price index 
increased by only 7.9 percent and the retail price index by 5.9 percent, 

the presence of many price-controlled items on these indexes disguised some 
of the prevailing inflation which has been estimated by knowledgeable 
observers at a 10+ percent rate. 


The agricultural sector experienced its best year in recent times with 
production increasing by 5.8 percent, in sharp contrast to the 0.5 and 1.5 
percent increases of the previous two years. Because of excellent weather 
and increased use of fertilizers, significant production increases were 
registered in coffee, beef, cocoa and basic grains. Sugar and banana produc- 
tion increased slightly while declines occurred in cotton and tobacco, 

largely as a result of reduced acreage. The fall in coffee prices (average 
decline of $.50 per pound) was largely compensated by a 28 percent increase in 
export production which resulted in coffee export earnings of $314 million, 

a minor decline from the $318 million of 1978. With the exception of beef 
exports which increased 37 percent to $60.3 million, other traditional 
agricultural exports did not experience any significant growth. In sum, agri- 
cultural exports increased by 2.3 percent over 1977, to a total of 

$560.5 million. 


Increased consumer demand as a result of expanding economic activity had a 
Significant effect on the industrial sector which, in response to vigorous 
domestic demand, increased production by 6.0 percent. This increased output 
entailed an increase of less than 1 percent in industrial employment to 
104,000 (July 1978 labor survey) or 15.2 percent of the employed working 
force. Also, the industrial sector produced 22.6 percent of GDP, contrasted 
with agriculture's 19.2 percent share utilizing 30.4 percent of the work 
force. 


The commercial sector, reflecting a high level of consumer activity, enjoyed 
the greatest growth rate of any of the sectors -- 7.7 percent -- and contrib- 
uted 18.9 percent of GDP. ‘The government sector grew only slightly more 
rapidly than the economy in general -- 6.2 versus 5.9 percent -- and its 
share of GDP is estimated at 10.1 percent. 
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Despite the overall favorable statistical picture, some economic deteriora- 
tion 1s perceptible in the latter hali of the year when coffee earnings per 
pound dropped to the $1.10-$1.20 rang: as compared to average earnings 

of $1.82 per pound that prevailed during the first half of the year. The 
relatively high level of coffee earnings during the first half, coupled with 
expansionary fiscal expenditures and increased private sector investment 
and activity, contributed to a substantial expansion in aggregate demand 
causing significant inflationary pressure in the economy. The "safety 
valve" of imports initially eased such pressures, but even with imports of 
$1.2 billion (compared with a GDP of $3.4 billion), the domestic price 
structure gave signs of an incipient inflationary spiral. Additionally, the 
rising level of imports when compared to the stagnating level of exports 
contributed to a noticeable deterioration in the balance of payments. 


Fiscal Policy 


Expansionary fiscal policy during 1978 was a contributing factor to infla- 
tionary pressures. Despite a healthy growth in tax revenues, to a total of 
$480 million or 18 percent above the comparable 1977 figure, central 
government expenditures increased much more rapidly so that the 1978 financial 
deficit (including amortization payments of $37.3 million) amounted to 

$191 million, up by 5] percent over the $126 million deficit of 1977. 

Legally fixed or earmarked expenditures, particularly for the Ministry of 
Education (which received 28 percent of the budget in 1978), leave the gov- 
ernment with only limited fiscal flexibility. In addition, fiscal expenditures 
in the closing months of the outgoing administration contributed to the 

need for supplementary budgets for the year amounting to $124 million, for 

a total in central government budgetary expenditures of $670 million as 
compared to $533 for the preceding year. 


Trade and Payments 


In light of the down swing portion of the coffee cycle, Costa Rican 
export performance was suprisingly strong, registering $858.4 million, 3.7 
percent higher than the previous year. Underlying this performance was the 
substantial increase -- 28 percent -- in the volume of coffee exports, which 
nearly offset the decline in international coffee prices. The $314.2 million 
1978 figure for coffee export earnings was only $5 million less than the ~ 
1977 figure. (It should be noted, however, that in the last half of 1978 _ 
coffee earnings fell to 80 percent of the comparable 1977 figure). Reflecting 
the upward trend in U.S. market prices, the value of beef exports registered 
a sharp increase of 37 percent, to a toal value of $60.3 milion. Though 
non-traditional exports did not sustain the dynamic 25+ percent increases 
of previous years, such exports improved by 5.8 percent and reached $298 
million, or 35 percent of total exports. Clothing, pharmaceuticals, insec- 
ticides and fungicides, synthetic fibers, plastic articles, refrigeration 
equipment, metal containers, beverage concentrates, galvanized metal, and : 
cocoa butter paste are the ten leading manufactured exports and accounted for 
35 percent of non-traditional exports. 





Exports by Major Product 


($ million) 


Preliminary *Change Projected 
1977 1978 78/77 1979 


Coffee: Value 319. 314. -2 250 
Volume (000 Tons) 79. 94. +28 95 


Bananas: Value : 1556 +3 158 
Sugar: Value 2 a. ee. 16 
Beef: Value ‘ 60. 70 


Cocoa: Value 3 15; 14 


Subtotal (traditional 
exports) 546. 560. . 508 


Other Exports 281. 297. ‘ 325 


Total Exports 828. 858. ; 833 


Demand for imported consumer goods as well as for construction materials resulted 
in a record level of imports, $1,184.5 million (cif basis), 15 percent higher 
than in 1977. This sustained high level of import demand coupled with a rela- 
tive stagnation in exports caused a further deterioration in Costa Rica's nega- 
tive trade balance, from $200 million in 1977 to $325 million in 1978. When 

the net deficit in services and transfers is calculated, the country sustained 

a current account deficit of $371.8 million during 1978. Capital flows com- 
pensated for most of the deficit, viz. net long term capital totalled $284.4 
million; $22.4 million in short term capital, and some $24 million not attributed. 
Thus, the draw-down on foreign exchange reserves was a manageable $40.9 million, 
leaving the country with $191.6 million in reserves, equivalent to 59 days 

worth of imports at the 1978 level. A goodly portion of these capital flows are 
attributable to the public sector, which saw its external debt increase from 
$818 million to $1049.5 over the year. Because of the relatively short term 
maturity structure of a portion of the debt, the debt service ratio doubled 

to .214 in 1978. As a result of a revised debt management policy whereby 

$149.4 million of the public sector's short term external debt was refinanced, 
the debt service ratio should fall to the 14516 range in 1979. 


Outlook for 1979 


The sharp decline in coffee prices registered during the latter half of 1978 
makes it clear that the Costa Rican economy will need to undergo considerable 
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adjustment during 1979. Though Costa Rica's export structure has been 
diversified considerably since the mid-!#0's, the almost certain 1979 
decline in coffee export earnings will 1: ! be fully compensated by the 
performance of other products, particularly since the Central American 
Common Market countries, major markets for Costa Rica's non-traditional 
exports, will also be subject to declines in coffee earnings in addition 
to other problems. The debt refinancing of September, 1978, will ease 
the foreign debt service burden and provide some relief to the current 
account. Nevertheless, import demand trends, if not curbed, could 
result in substantial balance of payments problems. Direct controls 
over imports constrict the "safety valve" that permits inflationary 
pressure to dissipate with the result that more demand is channelled to 
domestic goods, with attendant inflationary price increases. Thus, the 
basic problem is one of controlling the growth in aggregate demand, 
thereby alleviating not only import demand pressures, but domestic 
inflationary demand pressures also. 


In an apparent response to the eonomic difficulties facing the country, 
the government commenced, in October, 1978, to adopt a combination of 
policies aimed at the inflation problem and the balance of payments 
disequilibria. On the fiscal side, the government announced in early 
January a program of fiscal austerity whereby the 1979 central government 
budget, approved in December, 1978, for $820 million, will not be fully 
implemented. Approved expenditures would be curtailed by $100-$120 
million. Shortly, thereafter, the Minister of Finance announced line item 
budget reductions in excess of $80 million and pledged to make further 
reductions in the future. If the government is successful in implementing 
this austerity program, 1979 budget expenditures will increase by 

$30-$50 million (or 4.5-7.5 percent) over 1978 expenditures, which would 
represent a reduction, in real terms, from the previous year. Similarly, 
monetary policy is also being tightened. The Central Bank accounced in 
December, 1978, that new credit creation by the national banking system 
would be limited to $238.6 million, an increase of 16.6 percent, which 
compares favorably to the $327.5 million or 29.5 percent increase regis- 
tered in 1978. New credit to the government will be held to $51.9 million, 
slightly less than the $52.7 million for 1978. In addition, growth of 

the money supply (M,) will be held to 10.2 percent, which should contribute 
to curbing liquidity. 


Apart from these short run and relatively traditional policy measures, the 
Central Bank in early October 1978, adopted a policy of "financial 
liberalization" whereby the ceilings on interest rates were either sub- 
stantially raised or, in the case of private financieras and investment 
sections of the commercial banks, were completely lifted. While this © 
policy has long-run implications for economic efficiency and productivity, 
it also has short-run implications for the mobilization of domestic savings 
and curtailment of consumption. Depending on the response to the increased 
returns to domestic savings, i.e. higher interest rates to depositors, as 





well as the implicit increased cost of “consumption, some of the infla- 
tionary demand pressures prevalent in :::: economy could be diverted to 

the acquisition of financial assets. In addition, a shift from consump- 

tion to savings would cise import demand and with it, the prevailing disequi- 
libria in the balance of trade and the growing current account deficit. 


Projections of how the economy will respond to these various policy 
measures are difficult. The government has, however, announced economic 
objectives that are perceived as consistent with its austerity program. 
Growth of the gross domestic product is targetted at 3.3 percent as 
compared to the 5.9 percent in 1978; an inflation rate of 6.9% versus the 
10+ percent rate in the previous year; neither imports nor exports 

are projected to change significantly, and the current account balance 
Will stabilize at the same level as 1978. A sustained high level of capital 
flows is also projected, so that foreign exchange reserves may remain at 
the 1978 level. These are not optimistic projections when compared to the 
three coffee boom years that commenced in 1976, but they may be attainable 
objectives if the government's policy measures have their intended effect 
or if additional measures are taken. 


The government's economic stabilization efforts face two major obstacles. 
The first of these is the present uncertainty in international oil markets 
and the unexpectedly high prices prevailing in the spot markets. Costa Rica 


is totally dependent on imports for its oil needs. In recent years, 

Costa Rica's import bill has been approximately 10 percent of total imports 
and in 1977 amounted to $100 million. A substantial price increase would 
affect adversely the balance of payments situation as well as augment 
cost-push inflationary pressures. The second major impediment consists of 
widespread labor demands (both in the private and public sector) for wage 
increases that, appear inconsistent with anti-inflationary efforts. The 
resolution of these two issues will bear greatly on the success or failure of 
the government's program. 


B. IMPLICATIONS FOR THE UNITED STATES 


The United States, traditionally Costa Rica's most important source of 
imported goods, in 1978 increased its share of the market to 38 percent. As 
total imports increased 15 percent, the value of U.S. exports to Costa Rica 
reached a record $450 million. 


The industrial sector continued to surpass the agricultural sector as a con- 
tributor to GDP. The importance of both these sectors, and the government's 
emphasis on agro-industry, makes Costa Rica an excellent market for capital 
equipment, industrial raw materials, and agricultural machinery and equip- 
ment. The government will continue to be a good customer for goods related 
to infrastructure projects and social services, particularly in such areas 

s highway construction, electrical power generation, communications and 
health care. While the majority of purchases for infrastructure type 
projects will continue to be financed by international lending institutions 





U.S. suppliers' success in winning .uch bids will depend to a large 
extent on their ability to provide competitive financing packages. 
Imported consumer items face high duties, and most of these items 
are also subject to high internal taxes. The lowering of indirect, 
internal taxes on selected small white goods, sound equipment, toys, 
bicycles, cameras, and tires and tubes should stimulate imports of 
these particular items in 1979. 


Production of food crops continue to receive Government stimulus and 
the demand for imported agricultural products should show only slight 
growth in 1979. Grains and grain products, animal feed and dairy 
products will continue to be the major U.S. agricultural exports to 
Costa Rica in 1979. Following the trend of recent years, the 

United States was Costa Rica's only source of wheat, for a total of 
$11.9 million, or 37.8 percent of the total U.S. agricultural sales on 
a commercial basis. 


The agricultural sector remains an important importer of machinery, 
fertilizers, and chemicals. The reductions in internal taxes mentioned 
above also affects agrochemical products and small tractors. Although 
credit is expensive, the Central Bank does offer preferential rates for 
normal operational needs for a part of this sector and the sector should 
maintain a high level of imported production inputs. 


Major sales of equipment or services will be related to large economic 
development projects underwritten by the government. A list of these 
projects is attached 


Investment Climate 


Costa Rica continues to offer a favorable investment climate. From the 
viewpoint of the foreign investor, constitutional guarantees of equal 
treatment, enforced by an independent judiciary, are of particular 
importance. The government encourages foreign investment in projects 
considered beneficial to the country, especially agro-business related 
investments. Incentives offered vary depending on such factors as the 
use of local resources, employment created, export potential, and whether 
a similar industry already exists in Costa Rica or within the Central Ameri- 
can Common Market. A highly educated and readily trainable labor force 
and a large hydroelectric potential are additional attractions to the 
potential investor. No restrictions exist on profit remittances; 

foreign exchange is sold on the free market, viz. the Stock Exchange. 

A U.S. dollars six month. futures market will begin operations on the 
Stock Exchange in April. 1979. 


Potential investors interested in obtaining detailed information on 
investment incentives offered by the Costa Rican Government may wish 





to write directly to: 


Costa Rican Export and Investment Promotion Center (CENPRO) 
P.O. Box 5418 
San José , Costa Rica 


maintains two offices in the United States: 


CENPRO 

International Trade Mart Building, 
Suite 1035 

New Orleans, Louisiana 70130 


phone: 504-529-2282 
telex: 6821182 CRND 


CENPRO 

836 Ponce de Leén 

Suite 345 

Coral Gables, Florida 33134 


phone: 305-442-2838 
telex: 152180 CREXP 
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MAJOR PROJECTS INVENTORY - 1979 


AMOUNT ESTIMATED 
$ MILLION FINANCING COMPLETION 


Arenal Hydroelectric 1/ : IADB 1979/80 
Telecommunications 1/ LADB 1982 
Geothermal Power 1/ ; IADB 1980 
Rural Electrification 1/ ‘ IBRD 1980 
Aluminum Processing Plant ‘ GOVCR/Private 1980 
National Parks IADB 1980 
Culebra Bay Tourist Development . IADB 1981 
Guacamaya Tourist Development . TADB 1980 
Santamaria Airport Improvement ; IADB 1980 
New port of Caldera : GOVCR/Japan 1980 
Potable Water & Sewage Service ‘ GOVCR/England 1982 
San Jose Flood Control ; GOVCR/Private 1982 
Puntarenas fishing & refrigeration 

facilities ‘ IADB 1980 
Consolidation & improvement of Atlantic 

and Pacific Railroads GOVCR/Private 1981 
Rural Potable Water IBRD 1980 
Improvement to Limon port facilities GOVCR/W.Ger. 1980 
Moin port facilities GOVCR/Private 1980 
Holiday Inn Hotel Construction ; CABEL/Shawmut 

Bank of Boston/ 
Private 1981 

Highway Construction: 


Southern Coast 40.0 LADB 1981 
Naranjo/Los Chiles 22.0 IADB 1980 
Villa Colon/Caldera 30.0 IADB 1981 
San Jose/Quepos 25.0 IADB 1982 
Baru/Palmar Norte 12.0 GOVCR/CABEL 1981 


1/= shows the amount to be spent during 1979. For all other projects the 
amount shown is the total cost of the project. 


Code Number Explanation 
ICE -— Instituto Costarricense de Electricidad 


Ministry of Transportation 

Ministry of Agriculture 

CODESA - Corporacion Costarricense de Desarrollo 

ICT - Instituto Costarricense de Turismo 

SNAA - Servicio Nacional de Acueductos & Alcantarillados 
CCSS - Caja Costarricense de Seguro Social 

CNP - Consejo Nacional de Produccion 

Municipality of San Jose 

Private Enterprise 
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When you buy your copy of the U.S. INDUSTRIAL OUTLOOK—1979. This annual 
best-seller brings you: 


Industry rankings by growth products 
Data on industry shipments in constant 
dollars—1972-76 

Average hourly earnings data by industry 
Price index data and percentage change 
Value added data 

Number of companies and establishments 
One-to-five-year real growth records for 
inter-industry comparisons 


Also included are trade and capital investment data, references for additional data, 
and a list of sources of other Federal statistics. 


The annual addition of this valuable business tool is only $6.75. 572 pp. 
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S/N 003-008-00180-7 WITH PAYMENT TO 


Superintendent of Documents 
U.S. Government Printing Office or any U.S. Department of 
FOR USE OF SUPT. DOCS. Washington, D.C. 20402 Commerce field office 
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